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Payments of the micro-enterprise tax have been increasingly chosen by micro-enterprises since it is an opportunity to simplify the 
fulfillment of tax payment obligations as well as to decrease the tax burden for companies. The micro-enterprise tax has several drawbacks: it 
decreases the social security of micro-enterprise employees, restricts growth opportunities, as well as encourages artificial inclusion of the 
company into the status of micro-enterprises in order to decrease the tax burden. Nevertheless, the micro-enterprise tax can be considered as 
a good fiscal instrument to promote business activities thus providing employment. The paper analyses the results of the micro-enterprise tax 
implementation in Latvia.  




Business activities shrank in 2008-2009 as a result of the economic crisis in Latvia that caused a rapid 
rise of unemployment rate and the labour force left Latvia in great amounts during the time period of 2009-
2010. In order to diminish the consequences created by the crisis and promote employment of the population, it 
was necessary to support the entrepreneurship therefore the national micro-enterprise support programme was 
launched that had 5 distinguishing features:  
1. easy start-ups, 
2. easy book-keeping, 
3. friendly taxation, 
4. availability of funding, 
5. one stop agency principle in information provision. 
The micro-enterprise tax, introduced on September 1, 2010, incorporated two of the above mentioned 
features: friendly taxation and partly simplified book-keeping since the micro-enterprise tax entitles much easier 
tax payments. The micro-enterprise tax substitutes several tax payments thus simplifying the tax calculation and 
payment procedure as well as decreasing administrative requirements for small businesses and the self-
employed. The first feature was implemented by registering Ltd with decreased capital or small capital limited 
liability (Ltd) companies in the Commercial Register starting from May 1, 2010 reducing start-up costs. Thus 
both entrepreneurship support activities have been actively used by the entrepreneurs. Two years have passed 
since the introduction the micro-enterprise tax, and now it is important to estimate the results, which have not 
been scientifically analyzed in Latvia till now.  
The hypothesis of the research: the micro-enterprise tax has promoted the development of small 
enterprises in Latvia by simplifying the tax payment obligations and decreasing the tax burden. 
The aim of the research is to analyze the role of the micro-enterprise tax in promotion of 
entrepreneurship. 
The object of the research – the micro-enterprise tax. 
The following objectives have been set to achieve the aim: 
1. to collect data on the micro-enterprise taxpayers; 
2. the analyze the most significant advantages and disadvantages of micro-enterprise tax; 
3. to analyze the advantages and disadvantages of social insurance of micro-enterprise employees. 
The methods of the research: monographic, abstract-logical reasoning, analysis, synthesis. 
 
Results of research 
 
Concerning business activities of physical persons, different measures have been implemented by 2010 
to simplify various tax regulations and to decrease administrative requirements. These measures have promoted 
the growth of self-employment in Latvia (Leibus, Ozola, Irmeja, 2010). As regards legal entities, a simplified tax 
payment procedure was made possible starting only from 2010, when micro-enterprise tax was introduced. The 
payment of the micro-enterprise tax in Latvia can be chosen by legal entities: limited liability company, an 
individual company, a farm, a fish farm, as well as physical persons: sole trader/proprietor, the self-employed, 
who has registered as taxpayers. The aim of introducing the tax is to simplify tax-paying procedure of small 
business enterprises therefore the following micro-enterprise criteria have been stated in the law of the micro-
enterprise tax: 
1. the annual turnover does not exceed LVL 70,000 (EUR 99,601); 
2. the number of employees does not exceed five at any time, including the owners of the company. 
3. the income of an employee (including an owner) does not exceed LVL 500 (EUR 711) per month, 
excluding dividends that are paid to Ltd members. 
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Dividends are calculated similarly to any limited liability company by paying 10% of inhabitants’ 
income tax for the income from capital.  
The micro-enterprise tax is 9% of a micro-enterprise turnover or income. If any of the three above 
mentioned micro-enterprise criteria is exceeded, an increased tax rate is imposed: 20% for exceeded turnover 
and employees’ income; but if the number of employees exceeds 5, the micro-enterprise tax rate shall be 
increased by 2% for each employee. In addition, if any of the criteria is exceeded, the micro-enterprise tax shall 
not be paid next year, the taxes shall be calculated according to the general rule.  
The micro-enterprise tax rate is sufficiently low to motivate entrepreneurs to really motivate for 
payment of the micro-enterprise tax. Since the tax is calculated from the turnover, the tax rate is more convenient 
for the enterprises with low costs or costs consisting mostly of staff expenses, i.e., in the industry of services. 
The micro-enterprise tax is particularly convenient for the companies consisting of 3-5 employees having the 
maximum possible income from the enterprise (LVL 500 or EUR 711) because it permits to decrease the tax 
burden of an enterprise.  
Researchers have studied the influence of the taxation system on the micro-enterprise start-ups. The 
findings of Bruce D. (2000) show that differences in taxation system are significant in opting for a self-employed 
person. The researchers Robson M., Wren K. (1999) claim that small business is mostly promoted by decrease of 
extreme tax rates, not so much by medium tax rates.  This is true also to Latvia - the start-ups of micro-
enterprises were promoted by a significant decrease of the tax burden of labour force currently forming the 
biggest tax costs. 
The micro-enterprise tax is an opportunity for micro-enterprises to combine several tax payments in one 
quarterly payment simplifying tax calculations and decreasing the number of tax declarations. The micro-
enterprise tax includes taxes imposed on salaries, an owner’s social insurance, income or profit. The micro-
enterprise tax does not include the value added tax (VAT). Micro-enterprises have to register in the VAT 
Register if the turnover achieves the amount of LVL 35,000 (EUR 49,800) in the time period of 12 months when 
the business deals are entitles to be taxable.  
The legal requirements in Latvia entitle businesses to submit monthly tax declarations for the salaries 
paid to employees, quarterly reports on social insurance payments of the self-employed, and annual income 
declarations and income tax pre-payment calculations, therefore enterprises entitled to pay taxes according to the 
general rule prepare approximately 14 – 18 tax declarations while micro-enterprises as tax-payers submit only 4 
tax declarations. As regards tax transactions to the Treasury, there is a significant decrease from approximately 
40 to 4 payments per year. 
The statistic data give evidence that the taxation simplification measures as well as an opportunity to 
register small capital limited liability company (seed capital of which at the moment of registration might be less 
than the minimum amount of LVL 2,000 or EUR 2,846 as set out in the Commercial Law) have had a positive 
effect on the business development. The number of registered Ltd companies has increased significantly since 
2010 (see Table 1).  
 
Table 1. Dynamics of the number of Ltd and sole traders registered in the Commercial Register (2007-2011) (Source: 
the author’s calculations on the basis of the statistic data of the Company Registrar of the Republic of Latvia) 
 
Year 
Ltd Sole trader/proprietor 
Number Chain increase, % number Chain increase, % 
2002 3,698 - 906 - 
2003 5,470 48 1,513 67 
2004 7,336 34 1,937 28 
2005 8,784 20 1,622 -16 
2006 11,231 28 1,746 8 
2007 11,971 7 1,872 7 
2008 8,934 -25 2,103 12 
2009 7,172 -20 1,701 -19 
2010 11,897 66 1,245 -27 
2011 16,844 42 939 -25 
 
The number of registered Ltd companies and sole traders/proprietors in Latvia has increased till 2007 
except for the reduction of the sole traders/proprietors in 2005 that was connected with the regulation that 
resulted in the decrease of the income tax of Ltd companies 25% - 15% in the time period from 2002 to 2004, 
but sole traders/proprietors had to pay the income tax in the amount of 25%. The registration of Ltd companies 
decreased rapidly starting from 2008 (-25% in comparison with 2007), but the registration of sole 
traders/proprietors continued to increase for one year until 2008. It was connected with the taxation changes as 
well an opportunity for sole traders/proprietors to pay smaller income tax – 15% for two years (2008 and 2009), 
but in 2010 it was raised to 26%. Consequently, in terms of the income tax, it was more profitable to set up a 
private limited company instead of sole traders/proprietors form of business therefore the amount of start-up sole 
traders/proprietors continued to decrease.  
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As concerns Ltd registration, dynamics increased rapidly starting from 2010, and in 2011 even 
exceeded the indicator of 2007. It was encouraged by the regulation to register Ltd with smaller seed capital, i.e., 
now it is possible to register Ltd with the seed capital which is any sum that is less than the minimum seed 
capital as set out by the state (LVL 2,000 or EUR 2,846). According to the Commercial Law the seed capital of 
small capital Ltd should be increased until the minimum amount by saving in the reserves 25% of the profit. The 
registration costs of small capital Ltd is approximately LVL 30 (EUR 43), which is noticeably less than of Ltd 
companies registered according to the general rule, which is LVL 130 (EUR 185). 
Small capital Ltd companies are entitled to be registered since May 1, 2010 and businessmen in Latvia 
use the opportunity actively (see Table 2), since that time 66.4% of all registered Ltd have smaller seed capital, 
moreover, their share is gradually increasing.  
 
Table 2. Share of registered small capital limited liability companies in Latvia (May, 2010 – August 2012) (Source: the 
author’s calculations on the basis of the statistic data of the Company Registrar of the Republic of Latvia) 
 
Time period  
Seed capital ≥ LVL 2,000 Seed capital < LVL 2,000 
Total number of Ltd 
number share, % number share, % 
May 1 - December 31, 2010 3,892 42.9 5,181 57.1 9,073 
January 1 – December 31, 2011 5,200 30.8 11,665 69.2 16,865 
January 1 – July 31,2012 3,290 30.2 7,590 69.8 10,880 
Total 12,382 33.6 24,436 66.4 36,818 
 
However, the number of start-ups alone does not give enough evidence to conclude that economic 
activities grow. The tax revenue dynamics is an important factor; the statistic data of the State Revenue Service 
(SRS) indicate that tax revenues in Latvia have increased from 2011, particularly the revenue from micro-
enterprise tax (see Table 3). The tax revenue in the first year of the micro-enterprise tax (introduced on 
September 1, 2010) was LVL 26.4 thousand, LVL 9.1 million in 2011 and LVL 12.7 million in the first seven 
months of 2012. The share of the micro-enterprise tax in the total amount of taxes collected by the SRS has been 
rising with every quarter. Even though the micro-enterprise tax accounts for 0.4% from the total amount of tax 
revenues in Latvia in 2012, the gains should be analyzed not only from the fiscal point of view, but as an 
opportunity to encourage small-size businesses by simplifying tax calculation and payment procedures as well as 
reducing the tax burden and labour force costs that are comparatively high in Latvia. 
 
Table 3. Revenue from the micro-enterprise tax and its share in tax payments (in quarters September 1, 2010 – June 




2010 2011 2012 
IV I II III IV I II 
Total amount of taxes 
administered by SRS 
(thousand, LVL) 926912.1 861258.8 1088266.0 1054350.1 1056526.7 1035571.2 1170563.0 
Micro-enterprise tax 
(thousand LVL) 26.4 493.8 2061.2 2975.4 3612.4 4592.5 4298.2 
Share of micro-enterprise tax 
in tax revenues, % 0.003 0.057 0.189 0.282 0.341 0.443 0.367 
 
The statistic data in Table 3 show that an increasing number of businessmen use an opportunity to pay 
the micro-enterprise tax. All in all during two years 26,847 taxpayers have applied for the micro-enterprise tax 
payments (see table 4). Moreover, the micro-enterprise tax is used by businessmen registered in the status of Ltd 
company, since  65.5% of all taxpayers are legal entities. 
 
Table 4. Application for the micro-enterprise tax status (September 1, 2010 to August 31, 2012) (Source: the 
author’s calculations on the basis of statistic data of SRS of the Republic of Latvia) 
 
Status of a taxpayer Number Share, % 
Legal entity  17,585 65.5 
Sole trader/ proprietor 7,896 29.4 
Self-employed 1,366 5.1 
Total 26,847 100.0 
 
Before the implementation of the micro-enterprise tax, the SRS calculated that there are approximately 
32 thousand Ltd companies and 83 thousand self-employed. The data in Table 4 show that Ltd used the 
opportunity more actively than the self-employed. The conclusion can be made that the micro-enterprise tax has 
been chosen not only for the purpose of tax calculation simplification but also for the sake of tax burden 
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reduction. On the whole, the self-employed in Latvia pay very small taxes due to small-size business activities, 
and their income often does not exceed the threshold of the income rateable with tax. If the micro-enterprise tax 
is 9% of the turnover, the tax burden would increase. As regards Ltd company, the micro-enterprise tax provides 
an opportunity to reduce the tax burden, particularly labour force tax costs (see Table 5). 
If we assume that Ltd company correspond to the maximum criteria stated by the regulations of the 
Micro-enterprise law, i.e., its annual turnover is LVL 70,000, the number of staff is 5 with monthly salary of 
LVL 500, and the major costs of Ltd company is labour costs and other costs account for 20% of the turnover, 
the micr-enterprise tax is LVL 6,300 (EUR 8,964) per year. However, tax payments according to the general rule 
icluding labour force taxes (inhabitants’ income tax and state social insurance comulsory payments) account for 
LVL 16,542 (EUR 23,537) and the company income tax account for  LVL 2,814 (EUR 4,004), totally  LVL 
19,356 (EUR 27,541) per year. Consequently, the choice of the micro-enterprise tax saves LVL 13,056 (EUR 
18,577) per year, and accordingly it means that the income of Ltd company is larger by the above mentioned 
sum or the profit after tax payment. Moreover, the net salary of each micro-enterprise is by LVL 155 (EUR 221) 
larger per month because by paying the micro-enterprise tax, net salary equals gross salary. Taxes from the 
salary are not calculated if the salary does not exceed maximum permitted LVL 500 (EUR 711) per month.    
 
Table 5. Comparison of limited liability company taxes depending on the tax paying status, LVL (Source: the 
author’s calculations)  
 
Indicator Micro-enterprise tax General rule 
Monthly gross salary of one employee 500 500 
Monthly net salary of one employee  500 345 
Taxes of labour payments for 5 employees per year x 16,542 
Net salaries of 5 employees per year 30,000 20,700 
Other costs  (20% from turnover) 14,000 14,000 
Income (profit) 26,000 18,758 
Micro-enterprise income tax  15% x 2,814 
Micro-enterprise tax  9% from turnover 6,300 x 
Total taxes 6,300 19,356 






The payments of micro-enterprise tax reduce a company’s labour costs since state social insurance 
compulsory payments (SSICP) 24.09% (or 20.8% for the employees of the retirement age) are not required. In 
fact, the reduction of labour costs relies to great extent on the social insurance of employees. However, both an 
owner of the micro-enterprise and its employees are socially insured persons since the Treasury distributes 65% 
of the micro-enterprise tax payments in proportion to the amount of monthly salary of each of them. Thus micro-
enterprise employees are socially insured similarly to all employees for all state social insurance forms: pension, 
maternity and illness, disability, parental allowances, unemployment, accidents at work, professional illnesses. 
However, their social guarantees depend on the amount of a micro-enterprise turnover instead of the salaries. 
Thus in case of a small turnover as well as in industries requiring a lot of work, the insurance per one person 
might be negligible. Table 6 presents the most important advantages and drawbacks of social insurance 
procedure in a micro-enterprise in comparison with the general rule.  
 




Advantages  Drawbacks 
General rule – 
for the self-
employed  
A self-employed can choose the SSICP: minimum or bigger. 
If the income from the business activities is smaller than 
minimum, payments can be avoided.  
If income from the business activities 
exceed the minimum amount by a 
fracture, it is difficult to save for the 
payments.  
General rule  
for employees 
The amount of social insurance of employees equals salaries  
The social insurance of employees 
increases significantly the labour costs.  
Micro-
enterprise tax 
Micro-enterprise tax includes SSICP, providing insurance 
duration and payments not only for business owners, but also 
employees. In addition, voluntary payments can be carried 
out.     
In case of small turnover, the amount of 
SSICP is small providing negligible 
social guarantees. 
 
Employees have the right to voluntary join state social insurance to maintain the social guarantees of 
employees. A micro-enterprise is entitled to keep employees informed about the specific SSICP calculation 
procedure informing each employee in the written form about the application of the micro-enterprise tax.   
The calculations permit to conclude that despite differences of net salaries in case of the general rule 
and for micro-enterprise employees, the latter does not lose anything by paying their social insurance. Thus it is 
necessary to disseminate the information among businessmen and employees about this opportunity. Besides, 
120 
 
micro-enterprise tax is not only an opportunity for businessmen to save money but also employees shall be more 
responsible for their social insurance deciding the amount of money they want to spend on the social insurance; 
and if necessary they can perform voluntary additional payments to secure larger social guarantees. 
The introduction of the micro-enterprise tax on the whole was a successful project to promote small 
business and reduce unemployment in short-term period. However, in the long-term several risks might appear: 
1. if a micro-enterprise employees do not use voluntary insurance, there as a chance that the amount of 
their social insurance (pensions, illness, disability, parental allowances, unemployment, accidents at work) is 
reduced. It might have a negative impact on the health and demographics of the population. 
2. A micro-enterprise has limited expansion opportunities, since the tax burden increase is significant in 
case of exceeding any of a micro-enterprise criteria. It might hamper the development of a company in the long-
term –regarding expansion, moving to the knowledge requiring industries: the salary restrictions; small but 
stable salary might de-motivate the change of en employees profession/industry. Accordingly, the economic 
development in the long-term might slow down (Bičevska, 2012). A transition period for a company could be 




1. In spite of the fact that the influence of the micro-enterprise tax on the economy is small, its 
introduction was a successful strategy. It has encouraged the legalization of business activities that is especially 
important in situation of high unemployment. Besides the micro-enterprise tax legalized many physical persons 
that are now registered as micro-enterprise employees, but previously they were not entered in the taxpayers’ 
data basis.  
2. The example of Latvia shows that the micro-enterprise tax is a successful fiscal instrument to 
support small business during the economic crisis, particularly in the countries with high labour costs.  
3. The proportion between micro-enterprise taxpayers – legal entities and physical persons in Latvia 
show that the choice of the micro-enterprise tax was caused by the decrease of taxes and labour costs instead of 
simplification of tax calculations, which is important during the economic crisis.   
4. To avoid negative consequences of social insurance for employees of a micro-enterprise, it is 
necessary to inform the population in the issues of social insurance, particularly about voluntary social insurance 
opportunities.  
5. It is necessary to work out one year transition plan to prevent the restriction of a company’s turnover, 
number of employees and income growth thus ensuring businesses to expand gradually without increasing the 
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MAŽŲ ĮMONIŲ MOKESTIS KAIP PRIEMONĖ VERSLUMUI SKATINTI LATVIJOJE 
 
Inguna Leibus 




Siekiant supaprastinti mokesčių mokėjimo tvarką ir paskatinti naujų mažų įmonių steigimą nuo 2010 metų pradžios labai mažoms 
įmonėms pradėtas taikyti mažų įmonių mokestis. Šio tyrimo tikslas yra išanalizuoti mažų įmonių skaičiaus pokyčius ir įvertinti šio mokesčio 
įtaką verslumui skatinti. Siekiant šio tikslo buvo surinkti duomenys apie mažų įmonių mokančius ūkio subjektus, išanalizuoti šio mokesčio 
taikymo privalumai ir trūkumai bei teigiama ir neigiama šio mokesčio įvedimo įtaka mažų įmonių darbuotojų socialiniam saugumui. 
Atliekant tyrimą buvo naudoti monografinis, absrtakčios loginės analizės ir apibendrinimo metodai. 
Tyrimo metu buvo nustatyta, kad mažų įmonių mokestis turi keletą trūkumų: jis mažina šių įmonių darbuotojų socialinį saugumą, 
riboja augimo galimybes bei skatina dirbtinai išlaikyti mažos įmonės statusą, siekiant išvengti didesnės mokesčių naštos. Nepaisant to, mažų 
įmonių mokestis gali būti vertinamas ir kaip gera fiskalinė priemonė verslo plėtrai bei darbo vietų atsiradimui skatinti.  
Prasminiai žodžiai: maža įmonė, mažų įmonių mokestis, mokesčių mokėjimas, socialinis draudimas. 
 
 
 
 
